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Dear Applicant:

We have considered your application for récognition of exemption
under section 501(c)(4) of the Internal Revenue Code.

The evidence presented disclosed that YOu were incorporated gugp

The purposes for which the corporation was formed are as
follows: '

"To promote the appropriate and effective allocation of health
resources through informed decision-making by purchasers of
health services: to contain rising health costs for emplovers
and employees without sacrificing essential health needs; to
improve the cost-effective delivery and utilization of medical

service; to stimulate price and service competition amona health
care providers and issuerg."

is a membership organization. Itsg members corcgist of those
companies, labor unions and other arganizations, who have &
place of business in various cities and towns in SR :rd LI

@ -ho are purchasers of health care services for the benefit
of their emplovees or members.

The corporation’s activities consist of providinag purcnasing

discounts to small employer members and their emplovees.

Froducts which are available to members through the purchasing

discounts include '—s - L]
. etc.

The entity will receive finén:ial-support from initiation fees,
membership dues and product surcharges. Product surcharges are
placed on products ) W, A
etc.) developed for members by the
corporation. ool ame l
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A11 funds will be disbursed to support the cperation of the
administrative office with expenses such as personnel ., computer,
supplies, etc.

[ ]
Section 501(c)(4) of the Internal Revenue Code providecs for the
exemption from Federal income tax ot civic leagues or
crganizations not organized for profit but operated exclusively
for the promotion of social welfare. -

Section 1.501(c)(4)-1(a){2)(4i) ot the Income Tax Regulatione
provides that an organization is operated exclusively for the
promotion of social welfare if it primarily engages in promoting
in some way the common good and general welfare of the people of
the community. - ’

.

The concept ot social welfare implies a service or program
directed at benefitting the community rather than a private
group of individuals. .

In New York State Association of Real Estate Boards Group
Insurance Fund V. Commissioner, %4 T.C., 13235 (1970), the court
held that the fund was organized for the benefit of its members
only and did not qualify under 501(c){4) of the Code. THe fund
was organized to obtain group insurance for its members. The
insurance was offered only to a limited class of its member: and
their employees. Thus, serving the private interests of it.
members and their employees. Thus, serving the private
interests of its members.

Like the organization described above, your organization obtains
health care services for its members and their employees. Thus,
your services are directed at benefitting a private group of
individuals and not the community as a whole.

In Revenue Ruling 73-349, 1973-2 C.B. 179, an organization
formed to purchase groceries for its membership at the lowest
possible prices on a cooperative basis is not exempt from tau as
social welfare organization under section 301(c)(4) of the

Code. The organization received orders from its members,
consolidates them and purchases the food in quantity. Each
member paid for the cost of his food and a monthly service
charqe for the operating costs of the organization. The
organization cperated primarily for the private benetit of its
memnbers.

Similar to the organization described in Revenue Ruling 7353449,
vour organization purchases various health care services at
discount rates for its members and their emplovees.

Revernue Ruling 79-128, 1979-1 C.B. 197, held that a nonprofit
organization whose membership 'is limited to the employees of an
employer in a particular municipality and whose primary purpose
is to obtain for its members discount prices on merchandise, ‘
cservices and activities is notyexempt as a local association of
employees under section:501(g)(4) of the Ccde. The organization
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arranges with various businesses to extend discounts to its
members on their purchases of specified goods, services,
recreational gnd entertainment activities. The organization was
described as a cooperative buying service for its members. ,

Like the organization described in the ruling above, your

organization obtains bulk purchasing discounts for dits members
for

Your organization is essentially an mutual, private self-helop
enterprise organization. The members receive a direct benefit
and any benefit to the larger community is not sufficient to
meet the requirement of the regulations that the organmization be
operated primarily for the common good and general welfare of
the people of the community. Where the benefit trom an
organization is limited to that organization’'s members (except
for some minor and incidental benefit to the community as &
whole), the organization is not operated exclusively for tho
promotion of social welfare within the meaning of section
S01(c)(4) of the Code.

The activities of your corporation do not benefit the comwurnity
but rather a private group of individuals - your members and

their employees. The organization operated a cooperative buving
service for its members.

fAiccordingly, we conclude that you do not meet the requirements
for exempt status under section 501(c)(4) of the Code and
propose to deny your request for exemption under that section.

Ve have also determined that you fail to qualify for exempt
status under any other subsection of IRC S01(c).

-l

the District Director of Internal Revenue Service. Fle se
the return to the Internal Revenue Service, P.0. Ecu 1580,
General Fost Office, Brooklyn, NY 11202.

You are required to file a taxable return Form 1120 S 1041 wath

cend

If vou do not agree with this determination, you may request a
Conference with the Regional Director of Appeals by protestinog
in accordance with the enclosed instructions within 20 dayve.

Frotests subhtatted which do not contain all the documentation
stated i1n the instructions will be returned for completion.

[T we do not hear from you within that time. this determinarion
will become final.
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